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IRAQ: KEY ECONOMIC INDICATORS 


All values below in US$ million 
unless otherwise specified 


Exchange Rate: % Change 2 Change 
US$1.00 = 0.295 ID 2973-74 . 1975 1974-75 1976 
ID 1.000= US$3.40 (Est.) 


INCOME, PRODUCTION, PRICES 


GNP at Current Prices 5379 112% 14000 232 
Per capita GNP (actual amount) 517 1052 1258a 19% 
Gov. Investment Program 

Allocation 1054 2772 3658* N. 

Expenditure 830 1322 N.A. N. 
Indices (not expressed in dollars) 

Industrial Production (1962=100) 207 72 263 19% 

Agricultural Production (1969=100) 95 87 N.A. N.A. 

Wholesale prices (1962=100) 131 13% 163 112 

Consumer prices (1963=100) 134 8% 158 9% 
Money Supply 1097 43% 2t27 352 
Oil production (million bpd-avg.) 2.02 2% 2.26 142 


* 


A. 
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Balance of Payments and Trade 


Gold & For. Exch. Reserves**b 1571 3385 1152 2708 -202% 
Balance of Trade*** 1283b 3455a 170% 3898b 132 
Exports FOB 2238b 5835a 1612 7450a 28% 
Oii Revenues 2127b = =5740c 1702 7300c Lik 
Total Exports to U.S. 3 i -60Z% 5 2902 
Imports CIF*** bh 955 2380 159% 3552 497 


Total Imports from U.S. 60 285 375% 310 9% 


Principal U.S. Exports to Iraq (Jan.- Sept. 1976) **** 


(1) Aircraft (including engines and parts) $ 153 million; 
(2) Construction equipment and other machinery$ 85 million; 
(3) Agricultural products $ 41 million; 
(4) Motor vehicles and parts $ 20 million; 
(5) Other manufactured products $ 22 million 


Principal Iraqi Exports to U.S. (Jan.- Sept. 1976) **** 


(1) Crude Oil $ 35 million; 
(2) Wool $387 thousand; 
(3) Licorice root $380 thousand 


Sources: Iraqi Central Statistical Organization, except as noted: 
a. USINT estimate; b. Central Bank of Iraq; c. OPEC 
Footnotes: *Includes only 9 months and thus not comparable to previous years; 
*kDecember figures; 
*k*kExcludes all purchases of the Ministry of Defense; 
*k*EKU.S. Dept. of Commerce figures. 
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I. SUMMARY 


In the past three years OPEC oil price increases have tripled Iraq's 
GNP from $5.3 billion in 1973 to an estimated $16 billion in 1976. Financed 
by this new-found wealth, Iraq's imports have increased more than threefold 
and the Government is currently in the process of bringing into final form 
a Five-Year Development Plan (1976-80), 

A decline in oil revenues in the first half of 1976 
prompted the Government temporarily to curtail imports and hold in abeyance 
spending on most major projects; but, in view of the recovery of oil 
revenues in the second half of 1976, the curtailment of imports will 
probably be eased in early 1977 and the Iraqi Government will move forward 
with new major projects. 


Desirous of U.S. technology, the Iraqi Government in 1973 allowed U.S. 
companies again to participate in the Iraqi market. U.S. exports to Iraq 
have increased from approximately $60 million in 1973 to an estimated $450 
million in 1976. When published, the 1976-80 
Five-Year Development Plan will offer major new opportunities to expand 
the sale of U.S. goods and services in Iraq. 


II. CURRENT ECONOMIC SITUATION AND TRENDS 


A. Snapshot of the Economy. Since the Arab Baath Socialist Party came 
_to power in 1968, the Government has steadily expanded its control of the 
economy. Government organizations currently produce 78% of the country's 
GNP and purchase 90% of imported goods. Output from the oil sector 
(entirely owned by the Government after the nationalization of the Iraq 
Petroleum Company (IPC) and its subsidiaries in 1973-75) now constitutes 
about 60% of GNP. State companies own and operate all heavy industries, 
and the Government through the Industrial Bank owns major shares of the 
small "mixed" public-sector, which includes electronics and several other 
light industries. ‘The private sector, contributing about 20% of GNP and 
purchasing about 9% of imports, is concentrated in. food processing, con- 
struction, textile manufacturing, tourism, services and retailing. 


Out of a population of 11 million, Iraq has an estimated work force 
of 3 to 4 million people. There is little unemployment in the non- 
agricultural and service sectors, though much labor is not fully utilized. 
Rural areas have some underemployment, but this labor pool is decreasing: 
rural migration to the cities in the decade 1965-75 reduced the percentage 
of the population living in a "rural environment" from 49% to 362, 


Distributional bottlenecks and administrative problems have caused 
severe periodic shortages of many goods. The sudden jump in oil income 
has produced a quantum leap in demand, but the country has not yet had 
time to develop an infrastructure which can efficiently import (or produce) 
and deliver goods and services to meet this demand fully. As the Govern- 





ment controls most wages and prices, the rapid inflation expected in such 
circumstances has, however, not occurred, Nonetheless, overall inflation 
is probably higher than the 10% annual increases which government indices 
show for wholesale and consumer prices. 


Next to oil, water is the country's most important resource. The 
Tigris and Euphrates Rivers make Iraq the only oil-rich Arab state on the 
Persian Gulf with significant potential for agricultural development. Iraq 
intends, in fact, to expand agricultural production so that it can eventually 
not only feed its own population but also export its planned surpluses to 
neighboring Gulf states. 


The U.S. and Iraq have not renewed formal diplomatic ties since the 
two countries broke relations during the 1967 Arab-Israeli war. Because 
Belgium officially represents U.S. interests in Iraq, the U.S. Interests 
Section in Baghdad (called "USINT" for short) is legally part of the Belgian 
Embassy. Staffed by Americans and located apart from the Belgian chancery, 
USINT offers most commercial and consular services which U.S. embassies 
normally give to businessmen. 


B. Economic Trends. 

GNP. In 1974, the latest year for which Government statistics are 
available, Iraq's GNP totaled $11.4 billion, to which oil revenues con- 
tributed about $5.74 billion. In 1975, GNP jumped to an estimated $14 
billion, including about $7.3 billion in oil revenues. In 1976, despite 
higher oil prices, GNP growth slowed because oil production in the first 
half of the year declined 15 percent compared to the first half of 1975. 
1976 GNP may therefore be about $16 billion. 


The Oil Sector. Given the predominance of the oil sector in the Iraqi 
economy, crude production and oil revenue statistics provide the most 
important economic indicators. From the 1975 average of 2.26 million 
barrels per day (bpd), crude production dropped 38% to an estimated low 
of 1.44 million bpd in April 1976. The decline had two major causes: 

(1) the loss of international markets because of the Iraqi Government's 
nationalization of the Basra Petroleum Company ("BPC") in December 1975, 
and (2) the Iraqi Government's April 1976 decision to suspend Mediterranean 
deliveries through the Kirkuk pipeline across Syria to Tripoli, Lebanon, 
because of a dispute with Syria over transit fees and other political 
issues. Production, however, had recovaed to an estimated 2.4 million 

bpd by August 1976. The Iraqis appear to have regained their markets, 

and to have overcome delivery problems by using the "strategic pipeline" 
linking the Kirkuk fields in the north to Iraq's Gulf port of Fao. 


The expected opening in March 1977 of a new pipeline from the Kirkuk 
fields across southern Turkey to the Turkish port of Dortyol will ease 
production limitations caused by pipeline capacity. In conjunction with 
the "strategic pipeline" the new pipeline will allow Iraq to market crude 
from both its northern and southern oil fields at either Mediterranean 
or Gulf prices, whichever are the more advantageous. 





No published oil revenue statistics are available for 1976, but they 
are expected to reflect the trends of initial decline and later recovery 
in oil production in 1976. As corroborating evidence, foreign exchange 
reserves held by the Central Bank declined by 18 percent during the first 
quarter of 1976 compared to the same period in 1975 but subsequently 
increased until in September’ 1976 they reached the highest levels ever, 
$3.38 billion or 35% above September 1975. 


Iraq, a founding member of the Organization of Petroleum Exporting 
Countries (OPEC), has consistently favored steep oil price incmases and 
it also wants to increase substantially its oil production. With the 
second largest estimated oil reserves in the Middle East, the Iraqis argue 
that lack of exploration in Iraq during the thirteen-year talks which 
ended in 1975 in nationalization of the Iraq Petroleum Company had 
unfairly limited Iraq's above-ground crude oil production capacity in 
comparison:to that of other neighboring OPEC countries. 


Iraq exports crude oil to Japan and several European countries but 
so far has sold only a small but growing amount to the U.S. Iraq does 
not yet market abroad its large amount of oil-associated gas, and it 
flared 85% of the 37 billion cubic feet produced in 1975. 


Foreign Trade. With the growth in oil revenue, Iraq imports increased 
fourfold between 1973 and 1975. The Soviet Union and Eastern European 
countries dominated the Iraqi market during the late 60s and early 70s; 
but in 1973 the Iraqi Government opened the Iraqi market to U.S. and other 
Western companies. Excluding military sales, OECD countries provided 762% 
of Iraq's imports in 1975; the Soviet Union and Eastern European countries 
a mere 8%. Iraqi Government preliminary statistics give 1975 imports 
(exclusive of arms) as $3.5 billion; however, export figures from Iraq's 
trading partners suggest the final total may be $5 billion or more. Ranked 
according to the trading partners' statistics, principal suppliers in 1975 
were West Germany ($1.1 billion), Japan ($800 million), and the U.S., U.K. 
and France ($300-$400 million each). 


Because of the decline in oil revenues during the first half of 1976, 
Iraq curtailed its planned imports. Originally expected to reach $7 billion 
in 1976, they are running at about the same level as during 1975. West 
German and Japanese exports to Iraq have dropped 20-25%. Bucking this 
general trend, U.S. exports may increase from $310 million in 1975 to $450 
million in 1976, boosted mainly by the delivery in 1976 of six Boeing 
aircraft including two 747s. 


Also affecting the foreign trade sector are new regulations greatly 
tightening the government's control over Iraqi private sector agents. 
The regulations require (a) the registration of the terms of agency 
contracts, (b) foreign principals to guarantee agents’ performance, and 
(c) government purchasing organizations’ to deal directly with foreign 
suppliers except in special cases. These developments have produced 
considerable confusion. Some Government agencies still deal with agents 





freely and others not at all. Several small agents have gone out of 
business while some larger ones are operating-much as before. U.S. 
firms with an established relationship with a local agent have reacted 
cautiously to the new requirements. In some instances U.S. principals 
have agreed to new agency contracts, occasionally limiting the scope of 
the contract or redrafting standard formulas so as to limit the firm's 
liabilities under the new regulations. A number of new-to-the-market 
American firms have elected to delay final local agency arrangements 
until a review of the new law and regulations now underway is completed 
by the Ministry of Domestic Trade. 


The 1976-80 Five-Year Development Plan. The new Five-Year Develop- 
ment Plan, after several delays, is expected to be announced in early © 


1977. The Government has been reviewing the plan since April 1976 to 
establish better priorities among projects and has placed an interim 
"hold" on most proposed major development projects. Before the review 
began, informed estimates put the plan's total development investment 

at $33-$35 billion, with emphasis on the industrial sector (which was 

to have been allocated $12-$15 billion) and on the agricultural and 
irrigation sectors (to have been allocated $9-$12 billion). Revolutionary 
Command Council Vice-Chairman Saddam Hussein recently indicated, however, 
that the revised plan may place more emphasis on"the development of human 
resources", giving more priority to housing, education, agricultural develop- 
ment, and transportation and communications. As he made only passing 
reference to "solving industrial bottlenecks", it is widely surmised that 
the industrial sector may receive lower spending priority than previously 


anticipated. 


The Plan may also stress “increased productivity". In September 
1976, Saddam Hussein initiated "low productivity seminars"--i.e., 
group self-criticism sessions within Ministries aimed at improving 
economic performance within the public sector. Mr. Hussein personally 
called heads of state organizations to account on national television 
for the performance of their companies, and several officials were 
later dismissed for inefficiency. 


Major Projects. In the largest agreement the Iraqis have ever signed, 
a U.S.-West German joint venture of Lummus-Thyssen received in February 
1976 a $1.1 billion contract for the turnkey design and construction of 
a petrochemical complex near Basra. Since then, however, the Iraqi 
Government may have begun to modify its policy of insisting on fixed 
price, turnkey contracts. Finding this practice costly, it has shown a 
growing willingness to consider escalation formulas in some recent contract 
negotiations. The Government also may be planning to break up future major 
projects at least into separate design and construction stages. This 
change should provide new scope for foreign consultants, whose services 
the Government has not used widely in the past. 


Collaboration with third-country firms offers advantages as a means 
of approaching the Iraqi market by U.S. consultants, contractors and 





suppliers of machinery and materials. Particularly attractive is the 
"Yugoslav connection"; in many cases Yugoslav firms can offer greater 
political acceptability and lower cost services, while U.S. partners or 
subcontractors provide the equipment and advanced technology which the 
Iraqis desire. Yugoslav companies are reported to have about $2 billion 
worth of contracts in hand in Iraq (including a $350 million integrated 
farming project at Dujaila) which offer major opportunities for U,S. 
subcontractors and manufacturers. And Yugoslav contractors are known 
to have imported more than $40 million worth of U.S. equipment in 1976 
for Yugoslav projects in Iraq. 


Financing. Iraq has an excellent financial reputation both with banks 
and suppliers. In recent years Iraq has taken out two major loans ($1 
billion from Japan and $500 million from a Euro-dollar banking consortium) 
and is negotiating for a second $1 billion tranche from Japan). 


International financing, nonetheless, has not figured importantly 
in the competition for most major projects, but may become more important 
in the future. Given the new Five-Year Development Plan's expected 
emphasis on human resource development, the Iraqis may tend to reserve more 
of their oil revenues for infrastructure and social-service projects and 
seek outside financing for the more commercially oriented projects in 
the industrial and agricultural sectors. 


Investment and Licensing. Iraqi law permits direct foreign equity 
investment in Iraq providing the undertaking has at least 512% Iraqi 


participation. The Government, nonetheless, considers each proposed 
investment individually and those few approved’ (none from the U.S.) have 
had 70% or more Iraqi participation. There has been no U.S. direct 
investment since the 1967 break in diplomatic relations. At the moment 
the Government's general position is that Iraq neither needs nor seeks 
foreign equity investment but is willing to entertain concrete proposals. 
Iraqi law prohibits Iraqi private dirett investment in foreign countries. 
The Iraqis place no unusual restrictions,however, on licensing arrange- 
ments with foreigners of the sort sometimes found in other developing 
countries in Asia. 


III. IMPLICATIONS FOR THE UNITED STATES 


A. The General Outlook. With the already apparent recovery of oil 
production and foreign exchange reserves and the anticipated publication 
of a new Five-Year Development Plan in early 1977, the Iraqi Government 
is likely to move forward shortly with some of the major projects which 
have been placed on "hold" since the spring of 1976. Nonetheless, the 
Iraqi Government is not likely to repeat its 1973-74 buying spree when the 
Government decided to convert cash to goods as promptly as possible in 
view of the inflation in supplier countries. A major point of Saddam 
Hussein's low productivity seminars has been that this massive impact 
policy has been too costly: henceforth, planning must take into account 
linkage among projects, and the purchase of imported goods muct be 
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directly related to anticipated needs. The Iraqi Government is likely to 
examine the economic ramification of all projects thoroughly before signing 
contracts. American firms seeking to enter the Iraqi market in 1977 

must bear these new emphases in mind. 


B. Sectoral Review. The following sectoral review outlines probable 
Iraqi priority projects for prospective U.S. exporters to Iraq. 


Agriculture and Irrigation. The new Five-Year Plan's emphasis 
on agricultural development is likely to include funds for several 
vast land reclamation/integrated farming projects adding nearly a 
million acres to the country's arable land. New irrigation projects may 
total $5-9 billion. As these are turnkey projects, they offer opportuni- 
ties both for U.S. firms bidding as prime contractors and for U.S. suppliers 
of equipment and services as subcontractors. 


Iraq is a net importer of agricultural products, especially food 
and feed grains. Combined U.S. wheat and rice exports amounted to 
$110 million in 1974 and $78 million in 1975. In the largest export 
sale of frozen chickens in U.S. history, the Iraqis purchased 35,000 
tons of broilers, worth $42 million, in 1976. Iraq will continue to 
be a sizable market for a variety of agricultural products until the 
planned large irrigation and land reclamation/integrated farming projects 
come into production over the next five to ten years. 


Industry. Even if the new Five-Year Development Plan lowers the 
priority assigned to industrial development, the Plan will undoubtedly 
include several projects of interest to U.S. firms. Most likely to be 
funded may be a number of projects now in the advanced planning stages 
and which could be commercially profitable within a few years of 
completion. Also near the top of the list may be an engineering complex 
to be built near Suwaira in central Iraq as well as several power genera- 
tion plants. The Plan may include $2 billion or more for thermo, hydro 
and nuclear power generation, a rural electrification program and 
upgrading Iraq's 132 kv grid to 400 kv. 


Transportation and Communications. The Development Plan is expected 
to emphasize rail transportation, including a new line from Baghdad to 


Basra along the Shatt al Arab and Tigris rivers and a new line to Syria, 
river transportation, including the dredging of as much as 1700 kilometers 
of the Tigris and Euphrates rivers; and expansion of Iraq's road net- 
work, which currently totals only about 6,500 kilometers of primary and 
secondary ras. A design contract was let during the summer of 1976 for 
the new Baghdad airport and the project is expected to be tendered in mid- 
to-late 1977. 


Iraq began modernizing its communication system about 5 years ago 
and has introduced crossbar telephone witching, a telex system, a micro- 
wave link between major cities, and an earth satellite connection for 
international communications. The Government has already announced plans 
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to add nearly 250,000 individual telephone lines in 1977-78, an increase 
costing about $185 million that will double the country's current ratio 
of 20 telephones per 1,000 inhabitants. Investment in the country's 
communications network is likely to continue at a high level throughout 
the next five years, and include new radio and television stations. 


Housing and Education. Only 54% of children of school age now attend 
primary and secondary schools. To carry out the Government's announced 
policy of compulsory education the Five-Year Plan is likely to include 
the construction of a large number of schools. In addition, the country's 
housing shortage may require as many as 750,000 urban and 120,000 rural 
housing units. 


C. The American Business Presence in Iraq. Twenty U.S. companies have 
direct on the spot presence in Iraq. The two largest are Boeing, 


which has advisory and technical service contracts with Iraqi Airways, 
and Banister-Price (a Canadian-American joint venture), which has nearly 
completed the Iraqi portion of the new oil pipeline from northern Iraq 
through a portion of Turkey to the Mediterranean. The number of U.S. 
firms will probably grow steadily in 1977. 


D. U.S. Marketing Strategies for Iraq. The country's oil income and 
desire to develop provides a growing market for U.S. goods and services. 


So far, U.S. market penetration has been concentrated in a few sectors. 
Selling to Iraq can be a slow process. The starting point is usually 
letters of introduction to the appropriate government purchasing agencies 
followed by personal visits to Baghdad. Despite the Government's reluctance 
to buy through local commission agents, such agents have played an 
important role in providing timely information about tender calls and in 
following up leads. If the Government decides to continue to limit agent 
activities, U.S. companies will have to devote even more resources than 
now to covering the market by visits. Best prospects for the short term 
are likely to be agricultural products and equipment and sophisticated, 
high-value equipment for the priority development projects outlined above. 
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